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December 6, 1995

The Honorable Tony Knowles
Governor of Alaska

P.O. Box 110001

Juneau, Alaska 99811-0001

Dear Governor Knowles:

Enclosed is our fall revenue forecast. I am happy to report that FY95 general fund unrestricted revenues were nearly
$200 million higher than we forecast last spring. Well over half of this increase results from higher than expected
Corporate Income Tax receipts and from a partial resolution of the dispute relating to the Supplemental Benefits System

and Executive Life Insurance Company.

Our short-term (FY96-FY98) forecast is only slightly changed from last spring. ANS prices have averaged close to our
spring base case of $16.52/bbl thus far in FY96. In the last two months, however, weak U.S. demand and new non-
OPEC production have slightly depressed prices. To reflect this trend, we lowered our forecast base case price for FY96
to $16.36/vbl, and for FY97 10 $16.41/bbl. Production from the North Slope has been slightly below the 1.5 million
bbl/day we forecast last spring. Production should increasc somewhat this winter because colder temperatures increase
uperating efficiencies. We now forecast ANS production to average 1.489 million bbl/day in FY96 and 1.409

million bbl/day n FY97.

OfYsetiing these slight declines m o1l prices and volumes are increases in our projected non-oil and gas revenues,
particularly corporate income taxes. The net result of these changes is a slight upward revision in short-term revenues
from last spring to $1,881.3 million in FY96 and $1,837.6 million in FY97.

pring

Our long-range price forecast is almost identical to last spring’s; nothing has changed which would lead us to change our
assessment of the basic o1l market outlook. Last spring we forecast that prices would remain at their present levels, afler
adjusting for inflation, for the next three or four years. For the next two years we behieve increased production from non-
OPEC countries will satisfy almost all the increase in worldwide demand. Thereafter, OPEC should be able to more
effectively make its weight felt in the marketplace as a consequence of their Increasing production share. We forecast
modest, long-term real price increases (beginning in FY99) occasioned by OPEC’s ability to capture most of the
incremental demand.

Anticipated state revenues for the longer terin, FY98-FY 2010, have declined an average of $175 mullion per year from
the forecast we issued in the spring. The decline results from a reduction in our forecast of North Slope production
velumes offset somewhat by a projected mcerease in non-oil and gas revenue

In the past, the focus of state policy makers has been on revenue forecasts pertaining 1o the current and following fiscal
vears. For this reason, the Department of Revenue developed a well-documented method seven years ago for making
short-term forecasts. Last spring, with the focus shifting toward a long-range financial plan, the long-term revenue
forecast became much more important. As ol production from the North Slope continues o decline. our longer term
forecasts will probably become even more important. For this reason, the Department of Revenue, m conjunction with
this fall foreeast, thoroughly reviewed the procedures and computer models used for these long-term forecasts. As a
result of this review, we coneluded that our long-term forecast requires moditication in two arcas' (13 the forecasting
procedures for ol and gas production velumes; and (2) the longer term outlook from non-oil and gas revenues

As a result of our detatled review, we have coneluded that the fong term North Slope preduction volume forecasts tor the



tswo largest reservours - Prudhoe Bay and Kuparuk - need to be revised. The need for these revisions resulted from using
a computer model to forecast long term North Slope production. Certain variables in the model were musspecified and

some of the assumptions used n that model were incorrect.

Acs a consequence of the increasing importance of the Department’s long-range revenue forecast, we propaose to make

the following changes i our forecast procedures:

First, we propose to undertake a long-range forecast only once a vear, in the fall. Our spring forecast, then,
would focus only on the two most current fiscal years,

O Second, we propose to place more emphasis on our long-range price forecast. As you may know, we have a
well-established process for forecasting short-term future oil prices. In this process we involve staff from our
department, the Department of Natural Resources, the Alaska Onl & Gas Conservation Commission, the
University of Alaska, and the Legislature. We propose to extend the focus of thus process to the long term.

0 Third, we propose a much more rigorous procedure for volume forecasting, similar to the one we currently use
for short term price projections.

While we are confident that our detailed review uncovered any material discrepancies resulting from the use of the
muodel in earlier forecasts, we decided to have a team of specialists from outside the Department do a comprehensive
audit of our recent long-term forecasts. The auditors have been asked to make recommendations regarding how we go
about our long-term forecasts and to carefully review the very complex model we are now using to predict long range
production volumes. After the audit is complete and our contractors make their own recommendations, we may further
modify our procedures for longer-term revenue forecasting.

Sincerely,
ilson I”. ‘r‘l’(.ignz\
Commissioner
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REVENUE FORECAST SUMMARY

Qutlook for Short Term (FY 1996 - FY 1998)

FY 1996 Alaska North Slope (ANS) Lower 48 oil prices have averaged $16.60/bbl thus far, $.08/bbl
above our base case assumption made last spring. (ANS Lower 48 averaged $16.83/bbl in FY 1995.) The
Organization of Petroleum Exporting Countries (OPEC) has produced at or slightly above its 24.5 million
barrel per day quota since September 1993. In November 1995, OPEC members agreed to roll over its
current quota another six months. Continued increases in non-OPEC production—mainly due to prolific
new fields coming on-line in the North Sea—have met most of the incremental demand leaving OPEC
little choice but to try to hold the line on production.

The base case scenario assumptions used for this forecast are only modestly changed from those
used for the spring 1995 forecast with minor adjustments in the both price and production outlook. Two
alternative price scenarios are also presented in this forecast. The scenarios are summarized as follows:

Base Case Scenario: Continued global economic growth results in increasing worldwide oil
consumption. OPEC continues to hold the line on overall member production levels while non-
OPEC supplies continue to increase with new production coming on-line fromthe North Sea. The
production decline in the Commonwealth of Independent States (CIS) bottoms out. Oil prices
remain relatively stable in FY 1996 and rise minimally in FY 1997.

Low Price Alternative: Global oil consumptionis sluggish as global economic activity slows. The
embargo on Iraqi production is partially lifted. Non-OPEC production increases significantly as
production from new development projects outpaces declines from older fields. There is
persistent downward pressure on o1l prices.

High Price Alternative: Oil consumption increases rapidly in response to a very robust global
economy. Increased consumption puts pressure on available crude supplies and oil prices rise in
response as growing market share allows OPEC to achieve both higher production and prices.

f B\
Table 1 General Fund Unrestricted Revenues and ANS Lower 48 Price
Base Case Low Price Alternative  High Price Alternative
($Miy  ($/bbh ($Mil)  ($/bbh) (SMil) ($/bbD)
FY 1995 pretimAcuat 2,079.6  16.83 2,079.6 16.83 2,079.6 16.83
FY 19%¢6 1,881.3 16.36 1,691.7 15.61 2,077.9 17.08
FY 1997 1,837.6 16.41 1,581.6 14.67 2,084.6 1793
FY 1998 1,820.6 16.69 1,524.8 14.66 2,046.2 18.53
o __J
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Outlook for Long Term (FY 1999 - FY 2015)

The long-term outlook for State revenues assumes that the current fiscal system
remains the same in the future with respect to State taxes and royalties. Given Alaska’s
dependence on petroleum revenues, Alaska’s revenue future closely tracks the continued
depletion of petroleum reserves, in particular, the mammoth Prudhoe Bay oil field. Changes
in this forecast from that made last spring reflect a reduced outlook for Prudhoe Bay, a result
of a correction in our long-run production feasibility model and a modest reduction in our
baseline assumptions about black oil consistent with our assumptions about natural gas
liquids (NGL). Although higher oil prices may offset some of the impact of lower production
levels, revenues will decline barring new oil and gas discoveries.

The current base case oil production forecast projects total Alaska oil production to
be one-half current levels (approximately .75 million bbl/day) by FY 2009. For the base case,
real (after-inflation adjusted) oil prices are assumed to fall slightly to 1998, then on average to
keep pace with inflation and increase at .5 percent per year starting in 1999. For the low price
alternative, real oil prices are estimated to decrease at 2 percent per year. And, for the high price
alternative, real prices will grow at 1.6 percent per year.

Clearly, Alaska will be a major oil producing region for years to come; however, if oil
prices remain roughly the same, halving production would reduce State oil revenues by more
than one-half since the severance tax rate will fall as production falls. This is the effect of the

Economic Limit Factor (ELF) and is illustrated in Figure 2.

This forecast is based on production from known fields. It doe not include any revenues
from oil fields which may be discovered and developed, such as potential fields contained in the
Arctic National Wildlife Refuge (ANWR).

ff ~\
Table 2 General Fund Unrestricted Revenues and ANS Lower 48 Price
Base Case Low Price Alternative  High Price Alternative
($Mi) ($/bbh ($MiD)  ($/bbh) ($Mil}  ($/bbh)
FY 1999 1,B90.2  17.97 1.436.2 14.65 2,121.2  19.85
FY 2000 1,886.1 18.64 1,343.6 14.5} 2,248.5 20.88
FY 2001 1.846.7 19.34 1,250.4 14.57 2,292.6 2198
\ __
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Figure ] General Fund Unrestricted Revenues
FY 1995 Preliminary Actual and FY 1996 - FY 2015 Estimates
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Figure 3

Figure 4
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ANS Lower 48 Spot Prices
FY 1995 Preliminary Actual and FY 1996 - FY 2015 Estimates
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REVENUE FORECAST: SHORT-TERM OUTLOOK
(FY 1996 - FY 1998)

This section underlines the importance of petroleum revenues to Alaska’s total
revenues; discusses the current oil markets; sets out the petroleum forecast assumptions;
describes the other revenue source assumptions; discusses the methodology used to gene rate
the price and production projecticns; and finally, concludes with a summary of the short-
term oil price assumptions.

General Fund Unrestricted and Restricted Revenues

This section analyzes unrestricted revenues for the remainder of FY 1996 to FY 1998.
The Alaska State Legislature has discretionary control over the expenditure of all unre-
stricted revenues. Other funds which are part of the budget are restricted by either (1) the
federal government, (2) State statute, or (3) constitutional dedication.

Due to the nature of the limitation for expenditure of restricted revenues, this
publication addresses unrestricted revenues only.

The table on the next three page shows preliminary actual General Fund unrestricted
revenues for FY 1995, Additionally, General Fund unrestricted revenues are projected for FY
1996 through FY 1998 for the fall 1995 base case scenario and low and high price alternatives.
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Petroleum Revenues

Petroleum revenues accounted for 78 percent of General Fund unrestricted revenues
in FY 1995. The majority of total State petroleum production revenues continues to come
from the Alaska North Slope (96 percent in FY 1995). The figure below shows the
relationship of petroleum revenues to all revenues for FY 1995.

Figure 5 FY 1995 General Fund Unrestricted Revenues

Petroleum 78%

Non-Petroleum 22%
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Petroleum revenues consist of: (1) severance taxes (also called production taxes); (2)
royalties on oil and gas from State and federal lands; (3) corporate income taxes from
corporations producing and transporting oil and gas; (4) oil and gas property taxes; and (5)
oil and gas rents and lease bonuses.

Figure 6 below shows detailed petroleum and non-petroleum revenues as percentages
of total General Fund unrestricted revenues.

Figure 6 FY 1995 General Fund Unrestricted Revenues

Severance Tax
38%

Oil & Gas
Corporate Tax
6%

Qil & Gas
Property Tax
%

0Oil & Gas Royalties

30%
Other: Non-Petroleum

23%

—— Page 10 Fall 1995 Revenue Sources Book e



Petroleum revenues will continue to dominate Alaska’s General Fund unrestricted
revenues in the short term under all three scenarios as shown in Table 4 below.

@ )
Table 4 General Fund Unrestricted Revenues
Petroleum Revenues as a Percentage of the Total
Total G.F. Total G.F.
Unrestricted  Unrestricted
from Petroleum  Revenues Percent
FY 1995 prelim Actual  §,623.6 2.079.7 78
Base Case
FY 1596 1.506.0 1,881.3 83
FY 1997 1,471.1 1,837.6 &0
FY 1998 1,458 4 1,820.6 80
FY 1996 1,374.4 1,691.7 &1
FY 1997 1,268.1 1,581.6 80
FY 1998 1,210.2 1,524 .8 79
High Price Alternative
FY 1996 1,679.4 2,077.9 81
FY 1997 1,694.8 2.084.6 81
FY 1998 1,660.4 2,046.2 81
s _/

Petroleum revenues comprised more than 75 percent of General Fund unrestricted
revenues in FY 1995 for the sixteenth year in a row.
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Current Oil Market Situation

World Market

Although the demand for crude oil has increased and production restraint by OPEC has
continued, further increases in non-OPEC production have put mild downward pressure on oil
prices. According to the International Energy Administration, crude oil demand grew by 1.5
percent(l.1 million bbl/day) in 1995 and is projected to continue to grow by 2.2 percent
(1.5 million bbl/day) in FY 1996 and 1.5 percent (1.0 million bbl/day) in FY 1997.

So far this calendar year, OPEC has maintained its production at roughly 25.5
million bbl/day, about 1.0 million bbl/day above its 24.5 million bbl/day quota—a quota
which has remained the same since September 1993 and was affirmed at the cartel’s November
1995 meeting. The base case scenario for FY 1996 assumes that OPEC market share will not
increase. Increased production by OPEC members would certainly put downward pressure on oil
prices. Mostobservers believe thatitis in OPEC’s best interest to continue with the current quota
to preserve what has been a relatively stable world oil price structure.

As long as Saddam Husain refuses to comply with a weapons-monitoring program, it is
extremely unlikely that the United Nations embargo on Iragi production will be lifted. Market
depressing rumors about sales of Iraqi crude oil periodically circulate; however, at this time the

sanctions remain firmly in place.

Figure 7 OPEC Production Table 5 OPEC Production
(Thousand bbls/day)
Million Barrels/Day
30 30 Production
- i Country  October 1995 1995 Quota Over Quota
I | P DN Algeria 775 750 25
it M  cabon 350 287 63
1T Al ] Indonesia 1,330 1,330 0
0 - - - - e - 20 Iran 3,600 3,600 0
T e O] Iag 670 400 270
S =l |, Kuwaid 2,020 2,000 20
, Libya 1,400 1,390 10
Nigeria 1,900 1.865 35
10 - i - 10 (Jatar 430 378 532
' Saudi Arabia’ 8,000 8,000 G
Sl . UAE 2,200 2,161 39
Venezuela 2.800 2,359 441
TOTAL 25,475 24,320 955
0808182838485868’?88899091929394L
Calendar Year Source: Platt’s Oilgram News (10/6/65).

I e .
" Share Neutral Zone output.
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Alaska North Slope Market

So farin FY 1995, ANS oil prices have averaged $16.60/bbl, just slightly higher than the
$16.52/bbl used for our spring 1995 base case projection. BP Exploration announced its official
selling prices for November 1995 as $15.94/bbl on the West Coast and $15.91/bbl on the Gulf
Coast.

West Coast ANS prices have been particularly strong this past year. In fact, West Coast
prices have often been in parity with Gulf Coast prices or, in some months, even higher. The lifting
of the ANS export ban on November 28 should keep West Coast oil prices strong because ANS
sellers now have access to the Far East markets. Atthistime, itis expected that exports could occur
as soon as the second quarter 1996. The revenue benefits from lifting the ban are incorporated into
our West Coast oil price forecast.

Roughly 90 percent of ANS production is sold on the West Coast, while 10 percent is
marketed in the eastern half of the U.S. and Caribbean. With the lifting of the ANS export ban,
and declining ANS production, shipments via Panama to eastern U.S. destinations will likely
cease after 1996. Because of the frequent West Coast-Gulf Coast parity in ANS prices, the greater
transportation costs to the more distant Gulf Coast markets result in a Gulf Coast-derived wellhead
lower than the West Coast price. Historical ANS spot prices to the two markets are graphed below.

Figure 8 ANS Spot Price
January 1992 - November 1995

West Coast Gulf Coast

$/Barrel
22 22

2 A 3] 0 J93 A I 0O 194 A I o J95 A ] o
Month/Year
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il Price and Production Forecast Assumptions

ANS Lower 48 Prices

The oil price assumptions used in this forecast are based on spot oil prices as reported in
Platt’s Oilgram Price Report. Currently, prices reported by the North Slope producers for both

severance tax and royalty purposes closely track spot prices. Royalties are reported using a
value which is determined by a market basket of crude oils which includes ANS spot price.

Future ANS oil prices reflect the economic fundamentals depicted in the alternative oil
market scenarios. The price relationships between ANS sold in the West Coast market and ANS
sold in the Gulf Coast market are based on the last twelve months of market data.

Over the next few years, as demand on the West Coast grows and ANS production
declines, the West Coast will absorb most of the ANS production. Since the ANS export ban has
been lifted, production in excess of West Coast demand is likely to move to the Far East. We
believe ANS prices will be determined by the price of foreign sour crude oil imported into both
West Coast and Far East markets. The forecast for ANS prices is contained in the table below.
(When exports occur we will begin to track the export price of ANS.)

Table 6

Fiscal
Year
1996
1997
1998

2000
2005

Scenarios for ANS Qil Price
West Coast and Gulf Coast

Base Case
West Gulf
16.36 16.39
16.41
16.69

18.64
22.39

($/bbl)

Low Price
Alternative
West Gulf
1561 15.64
14.67 14.73
14.66

14.57
14.84

e Page 14

High Price
Alternative
West Gulf
17.08 17.11
17.93
18.53

20.88
27.55
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In this forecast, West Coast and Gulf Coast oil prices are assumed to converge when the
West Coast surplus disappears (this forecast assumes that prices converge in FY 1997). West
Coast ol prices are expected to rise to world oil price levels with the lifting of the ANS export
ban.

Figure 9 ANS at the U. S. West Coast

Low B ase High

$/Barrel

20 20
ACTUAL PROIJECTED

193 0M 5 194 M 5 595 M 5 J95 M 5 197 M s 95 M
Month/Year

Figure 10 ANS at the U. S. Gulf Coast
Low Base High
3/Barrel
20 20

ACTUAL PROJECTED

- 1
91 M S 94 M s 195 M ] 196 M 5 197 M s J98 M

Month/Year

The wellhead price determines the value of production, and thus the State’s severance
tax and royalty income. The discussion that follows describes the assumptions for the various
cost deductions from the market price which determine the wellhead value.
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Transportation Costs to Lower 48 Markets

The weighted average Lower 48 shipping cost averaged$1.52/bblin FY 1995,$.17/bbl
higher than in FY 1994. This increase can be attributed to tight markets in the higher cost Gulf
trade. Also, the Oilspill Pollution Act of 1990 (OPA90) has added to transportation costs.

As ANS production declines and West Coast petroleum demand increases, shipments
to the Gulf Coast will diminish which will free up excess tonnage and increase the proportion
of tonnage going to the lower cost West Coast. Consequently, average shipping costs are
expected to decrease over the next few years. In the longer term, the double hulling
requirements of OPA90 will result in increased shipping costs.

Table 7 Marine Transportation Costs
Valdez to Lower 48
($/bbl)
Fiscal Low Price High Price
Year Base Case Alternative Alternative
1996 1.49 1.49 1.49
1997 1.38 1.38 1.38
1998 1.38 1.38 1.38
2000 1.47 1.49 1.55
2005 1.87 1.77 1.95

Trans-Alaska Pipeline System Tariff

The Trans-Alaska Pipeline System (TAPS) tariff is determined according to the TAPS
Settlement Method (TSM), a ratemaking method approved by the Federal Energy Regulatory
Commission (FERC), which allows the TAPS owners to recover their costs including an
allowance for profit. The method allows an accelerated recovery of the construction and capital
costs, operating costs, taxes, and a fixed per barrel profit of $.35/bbl adjusted for inflation from
1983. The use of the TSM resulted in higher tariffs from 1977 through 1985 in exchange for lower
tariffs in the late 1980°s and 1990’s.
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As indicated in Table 8 below, TAPS tariffs have varied between $3.12/bbl and $3.75/
bbl, on a fiscal year basis, since 1988. Most of the increased year-to-year tariffs have been due
to corrosion repairs, other unexpected maintenance costs, lower-than-expected TAPS through-
put, and oil spill mitigation expenditures due to the Exxon Valdez accident.

TAPS tarifffiled inFY 1996 averaged $3.41/bbl.(Tariffs are actually filed on a calendar year
basis and the average calendar year 1996 filing was $2.84/bbl.) New tariffs take effect January 1
of each year.

Table 8 Scenarios for TAPS Tariff
($/bbl)
Fiscal Low Price  High Price
Year Actual Base Case Alternative Alternative
1985 6.04 . . .
1986 5.29
1987 4.20
1988 3.54
1989 3.12
1990 3.48
1991 3.75
1992 3.60
1993 3.24
1994 3.16
1995 3.63
1996 3.41 . . .
1997 . 277 2.76 2.78
1998 . 2.59 2.57 2.61
2000 . 2.69 2.68 2.62
2005 . 3.53 3.60 3.34
Figure 11 Total Transportation Costs to Lower 48

Pipeline and Tanker

$/Barrel
5.60 5.60

540

ez M s IER M s ju4 M B 195 M S
Month/Y ear
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Wellhead Price for ANS

The combination of the wellhead value of ANS and production is the basis for both State
severance taxes and royalties. The wellhead value is calculated by subtracting the pipeline and
marine transportation costs from the sales price (or transfer price at the refinery gate in the case
of oil run through a producer’s own refinery).

Table 9

Figure 12

$/Barrel

ANS Wellhead Price

($/bbl)
Fiscal Low Price High Price
Year Base Case Alternative Alternative
1996 11.33 10.54 12.52
1997 12.05 10.40 13.68
1998 12.51 10.62 14.43
2000 14.23 10.28 16.67
2005 16.61 9.27 22.05

ANS at the Wellhead

Low Base High

e

ACTUAL ? PROJECTED

S J9d M 5 J9s M S J%6 M S 7T M s 98 M

Month/Year

e Page 18
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Oil Production

Production volumes for this forecast are based on publicly available data, data supplied by the
North Slope producers, and independent analyses commissioned by the Department of Revenue.

North Slope production accounts for 97 percent of statewide production. North Slope production
for FY 1996 is projected to total approximately 545 million barrels, down 5.2 percent from FY 1995, It
is currently projected that total North Slope production will continue to decline at approximately this rate
through FY 2010.

The giant Prudhoe Bay field, now on its seventh year of decline, continues to account for about
60 percent of all North Slope production. Although rig activity in the field is expected to add about 300
new wells over the remaining field life, a slight downward revision in field rate has been incorporated to
more closely reflect operators’ current business plans and recent uncertainty over the timing and extent
of the expansion of the miscible injection program.

At the Kuparuk River field, which accounts for about 20 percent of all North Slope production,
the highly successful miscible injection program is being expanded with the goal of keeping field rate flat
through FY 2000. However, a slight downward revision in total recovery has been made to reflect the
downward revision in oil in place by the Kuparuk owners earlier this vear.

The Point Mclntyre field, currently producing about 150,000 barrels per day, continues to out-
perform expectations. The current multi-well rig program and successful secondary recovery program
should sustain production at current levels over the short term. The miscible injection program currently
being evaluated for Point Mclntyre has not been incorporated into this forecast but has the potential to
keep the field on plateau for an extended period.

Ongoing development at the Milne Point Unit and plans to more than triple the production
capacity of the Milne Point facility over the next 18 months will help soften the overall decline rate in total
North Slope production.

Production from known onshore accumulations in the vicinity of Mikkelson Bay and the Colville
River Delta has been included in this forecast. Atthis time it is not clear from industry whether both fields
will be developed, but we assume that at least one will be. As a result, we have included in the forecast
50 percent of the total expected production from both fields and have delayed production start-up by two
years from the “best guess” by industry to account for this production uncertainty. It is highly unlikely
that actual production will be both higher and sooner. Production from the North Star Unit has been
reduced and delayed relative to industry expectations to account for development uncertainty.

The seven mature Cook Inlet fields currently are producing a total of approximately 44,000
barrels per day. They are estimated to decline at an annual rate of seven percent over the next 10 years,

This forecast does not incorporate gas produced as part of a major gas sale, speculative oil from
ANWR, or oil from known remote accumulations currently deemed uneconomic (Point Thompson,
offshore Beaufort, etc).
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Figure 13

Figure 14

Simulated Oil Production
ANS and Base Case Prudhoe Bay

) Prudhoe Bay
Low Base High
Base Case

Million Barrels/Day

1.8 1.8
16 |~ 116
1.4 114
1.2 | 112
1.0 [~ 1.0
08 I 108
06 [ ',‘l 06
0.4 - 'i P s 0.4
02 I : 17102
8 %4

0.0 .0

1996 1998 2000 2002 2004 2006 2008 2010 2012 2014

Fiscal Year
Volume of ANS Production by Major Fields
BFry 1995 FY 2000 B FY 2005
Million Barrels/Day

12 12
1.0 E - - - - - 110
08 - = - = - - - - - o8
06 b - 66
0.4 - 0.4
0.2 6 %2
o L ‘:h_.,.:l-l_‘il_‘

Prudhoe Bay Kuparuk Endicott Pt Mclniyre Other
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Other Revenue Sources Assumptions

Oil Corporate Taxes

Oil corporate taxes for FY 1995 generated $128.5 million compared to $17.8 million
collected in FY 1994. FY 1994 revenues were unusually low. FY 1995 revenues reflect more
closely the historic average and the anticipated future trend.

Non-Oil Corporate Taxes

Non-petroleum corporate taxes generated $67 million in FY 1995 compared to
$44.3 million in FY 1994. The increase in non-petroleum corporate tax revenue can be
attributed to enhanced business activity.

Property Taxes

Revenues from current oil and gas property tax, which are levied at 20 mills on the
full and true value of oil and gas property, are expected to continue to decline. The decrease
for FY 1995, as compared to previous forecasts, is due in part to adjustments for investment
delays and increased mill levies by the North Slope Borough, the Kenai Peninsula Borough,
and the City of Valdez. The municipalities in which taxable oil and gas property exist
continue to receive the bulk of the property tax assessment.

Alcoholic Beverage Taxes

Alcohol consumption has been fairly steady over the last five years. Current
consumption trends for liquor, wine, and beer, given population growth, demographics,
and income levels, are expected to continue generating revenues of between $12 and $13

million per year.

Fall 1995 Revenue Seurces Book
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Intergovernmental Receipts

Federal Shared Revenues totaled $12.8 million in FY 1991 but dropped to $6.7
million in FY 1992, to $5.6 million in FY 1993, to 54.2 million in FY 1994, and to $4. ]
million in FY [995. This is due primarily to the fact that the U.S. Forest Service (USFS)

monies for timber sales were formerly allocated to only organized boroughs. The USFS
has since notified the State that additional monies will be set aside for the unorganized

borough as well (Chapter 37, SLA 1991). The monies are intended to support roads and
schools affected by national forest activities.

Investment Earnings

The projections are based on projected outgoing expenditures and incoming
revenues with an assessment of yield on instruments and the length of maturity for the
funds invested by the Treasury Division. FY 1995 investment earnings were $66.5

million.

Facilities and Related Charges

The main revenue item in this category is ferry system receipts which amounted
to $41.5 million in FY 1995. These revenues provides that the gross revenue of the State
ferry system by deposited into the fund. In Chapter 193, SLA 1990, the legislature
established the Alaska Marine Highway System Fund. The legislation may be appropri-
ated for operating and capital expenditures.

Fall 1995 Revenue Sources Book o——
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Shori-Term Qil Price Scenarios

Base Case Scenario

SUMMARY: The base case scenario assumes modest growth in global oil consumption over
the nexttwo years. The economies of the U.S., Japan, and Europe experience moderate growth
while the economies of the developing economies continue to grow rapidly. Economic troubles
in the CIS persist. Non-OPEC production increases significantly in 1996 and less so in 1997
keeping the pressure on OPEC to limit production increases to prevent price declines.

Table 11 follows on page 24. It contains specific assumptions about the global
fundamentals (barrels produced and barrels consumed) used to develop the base case
scenario. The basis for these assumptions is as follows:

I. OECD oil consumption is assumed to grow by .4 million bbl/day in 1996 and .3
million bbl/day in 1697 as moderate economic growth continues in the US, Europe,
and Japan. Continued rapid economic expansion in the developing countries causes non-
OECD consumption to increase by | million bbl/day in both 1996 and 1997.

2. Non-OPEC oil production increases by 1.4 million bbl/day in 1996 and by .6 million
bbl/day in 1997 with continued output increases from prolific fields in the North Sea.
While economic and political upheaval continues in the CIS, the seven-year decline in
production stabilizes.

3. Although there continues to be some active lobbying, the United Nations is assumed
to retain the embargo on Iraqgi crude oil.

4. A very small increase in OPEC market share will put pressure on the cartel to limit
higher production by members. The result is that oil prices for ANS quality oil should stay
between $15/bbl and $17/bbl over the period.

a A
Unrestricted
Table 10 General Fund ANS Lower 48 ANS Production
Revenues ($million)  Price ($/bbl) (million bbl/day)
FY 1996 1,881.3 16.36 1.489
FY 1997 1,837.6 1641 1.409
FY 1998 1,820.6 16.69 1.366
\
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Table 11 Global Market Assumptions

Base Case Scenario

Actual Projected
1993 1994 QI95 0295 Q395 Q495 1995 0196 Q296 Q396 Q49 1996
DEMAND
OECD
North America 19.2 197 19.6 19.5 20.0 20.2 19.8 19.9 19.6 20.0 20.2 19.9
Europe 13.6 13.6 14.0 13.6 13.8 14.2 13.9 14.3 13.8 14.1 14.6 14.2
Pacific 63 66 7.3 6.2 6.1 7.0 6.6 73 6.2 6.3 7.0 6.7
Total 39.1 400 41.0 39.3 39.9 41.4 40.4 41.5 395 40.4 41.8 40.8
Non-OECD
CIS! 57 48 5.1 4.4 4.3 4.7 4.6 5.1 4.5 4.3 4.1 4.5
China 30 31 32 33 34 34 33 34 35 35 3.6 35
Eastern Europe 1.3 1.4 1.5 1.4 1.3 1.4 1.4 1.6 1.5 1.4 1.5 1.5
West Hemisphere 57 59 6.0 59 59 5.9 59 59 6.1 6.2 6.1 6.1
Africa 20 2.1 2.1 2.1 2.0 2.1 2.1 2.1 2.1 2.1 2.2 2.1
Middle East 39 4.0 39 4.0 4.1 4.1 4.0 42 4.2 43 43 4.2
Asia 7.0 74 8.0 7.7 7.5 8.5 7.9 8.4 82 8.1 8.9 8.4
Total 28.5 28.6 29.8 28.8 28.5 30.1 29.3 30.7 30.1 29.9 30.7 30.3

TOTAL DEMAND 66.7 68.6 70.8 68.1 68.4 71.6 69.7 722 69.6 70.3 72.5 71.2

SUPPLY
Nen-OPEC
OECD 168 17.6 18.1 17.6 17.9 19.1 18.2 19.1 18.6 18.7 19.4 19.0
CIs! 79 7.2 7.1 7.0 7.0 7.1 7.1 7.3 7.1 7.0 6.9 7.1
China 29 29 3.0 29 3.0 3.0 30 3.1 3.1 3.1 3.1 3.1
Eastern Europe 03 03 0.3 0.3 0.3 0.3 0.3 0.3 0.3 03 03 0.3
LDCs 1.2 117 12.2 12.1 12.5 12.7 12.4 12.8 12.8 12.9 13.1 12.9
Processing Gain 1.4 1.4 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5
406 41.1 422 414 422 43.7 424 44.1 434 43.5 443 438
OPEC 247 250 252 253 244 26.3 25.3 25.2 24.4 25.2 26.8 25.4
OPEC NGLs 22 23 23 2.4 2.4 25 24 23 2.3 23 23 23
TOTAL PRODUCTION 674 68.4 69.7 69.1 69.0 72.5 70.1 71.5 70.1 71.0 734 71.5
INVENTORY CHANGE| 0.8 0.0 0.7) 0.5 0.6 0.9 03 (0.7) 0.5 0.6 09 0.3

! Commonwealth of Independent States (formerly the Soviet Union)

Source: Actual data from International Energy Association. Projected 1995 and 1996 data
generated by Alaska Department of Revenue, Oil and Gas Audit Division.
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The alternative price scenarios to the base case scenario are developed around a
subjective assessment of the risks which would cause oil prices to be higher or lower. The risk
factors that were identified in developing these alternatives are as follows: (1) global economic
activity; (2) political instability in OPEC nations and the impact on individual production policy
with regard to the need for revenue; (3) events pertaining to Iraq; (4) impact of economic
changes in the CIS; and (5) environmental hazards (such as oil spills).

No explicit attempt is made to account for the impact of weather; however, impacts can
be expected. Changes in weather may create supply disruptions, or demand spikes (such as the

1994 summer drought in Japan) which add to market volatility.

Low Price Alternative Scenario

SUMMARY: Thelow price alternative scenario assumes that any one or all of the following
events may occur which would cause oil prices to turn out to be lower than our base case.

1. The embargo on Iraqi production is partially lifted in 1996 and then totally lifted by the

end of 1997.

2. The U.S. economy begins to plunge rapidly as we enter 1996. This slows global oil

consumption growth.

3. Non-OPEC production increases are even greater than anticipated and more oil moves

into global markets.

4. Islamic upheaval in key OPEC countries increases the political pressure to produce

beyond member quotas.

S
a Unrestricted D
Table 12 General Fund ANS Lower 48 ANS Production
Revenues ($milli Pric: ! (million bbl/day)
FY 1996 1,691.7 15.61 1.486
FY 1997 1,581.6 14.67 1.405
FY 1998 1,524.8 14.66 1.320
\ J
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High Price Alternative Scenario

SUMMARY:  The high price alternative scenario assumes that any one or all of the
following events may occur which would cause oil prices to turn out to be higher than our
base case.

1. The embargo on Iraqi oil stays in place.

2. Economic growth continues at a high pace in the U.S. and in the major world economies
resulting in extremely rapid oil consumption growth.

3. Oil production in the CIS continues to slide through 1997.

4. Serious political unrest occurs in key OPEC countries which disrupts the flow of
oil to world markets.

f' R
Unrestricted
Table 13 General Fund ANS Lower 48 ANS Production

Revenues (Smillion)  Price ($/bbD) (million hbl/day)

FY 1996 20779 17.08 1.495
FY 1997 2,084.6 17.93 1.409
FY 1998 2,046.2 18.53 1.366
\: Y,
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REVENUE FORECAST: LONG-TERM OUTLOOK
(FY 1999 - FY 2015)

This section focuses on the long term, from FY 1999 through FY 2015. It provides
revenue projections for this period and also sets out the assumptions behind those projections
for the base case scenario, and low and high price alternatives.

The graphs on the adjacent page show the actual General Fund unrestricted revenues
from FY 1981 through FY 1995 and revenue projections from FY 1996 through 2015 for the
three alternatives provided in this forecast. Projections are provided in both nominal and real

dollars.

The assumptions used for the fall 1995 forecast for inflation rate, Alaska oil
production, the TAPS tariff, and average ANS Lower 48 price are available on page 30. On
subsequent pages, the following tables are provided for the base case scenario, and low and

high price alternatives:
1. North Slope and Cook Inlet petroleum production revenues.
2. Detailed revenue projections for each category of revenues.

3. The historical and expected prices for West Texas Intermediate (WTI)
and ANS Wellhead from FY 1985 - FY 2015 in 1995 constant dollars.

4. Simulated oil production by field.
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General Fund Unrestricted Revenue Projections
FY 1981 - FY 2015
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METHODOLOGY

The Department of Revenue uses a variety of models and techniques to prepare the
revenue forecast. The main petroleum forecasting model is a marketing and production
s imulation model which projects severance taxes and royalties on a taxpayer specific and
field-by-field basis.

The key input assumptions for this model are oil prices, inflation, transportation
costs, production rates, and the number of producing wells. The oil prices and inflation
rates are developed by a pricing panel which is composed of State economists from the
Departments of Revenue, Labor, Natural Resources, and the Office of Management and
B udget, and the University of Alaska. A member of the Legislative Finance Division also
attends the price assumption development session.

The production and well assumptions are developed through consultation with the
oil producing companies, the Department of Natural Resources, and the Alaska Oil and
Gas Conservation Commission. Initial production assumptions are tested with an invest-
ment model to ensure that production is consistent with assumed prices. The investment
mode! also evaluates the impact of increasing or decreasing oil prices on production. This
exercise results in the low and high production alternatives. Transportation cost estimates
are based on current costs and trended to relect oil price and inflation assumptions.

Revenue estimates for the other revenue sources are generated from a variety of
spreadsheet models and are based predominately on trend extrapolation based on current

collections.

In this forecast we discuss only three of the many possible future price and
production outcomes affecting Alaska oil revenues: the base case, the low price alterna-
tive, and the high price alternative.

To assist in examining a greater number of possible future oil revenue outcomes,
a revenue matrix has been developed for both FY 1996 and FY 1997. The Alaska State
Revenue Matrices on the pages that follow provide an estimate of State General Fund
unrestricted revenues for various alternative ANS price and production levels.
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Alaska State Revenue Matrix'

Table 25
Unrestricted General Fund
(Millions of Dollars)
FY 1996
Alaska North Slope Production
Millions of barrels/day
Avg ANS®
j Lower 48 1.30 1.35 1.40 1.45 .50 .55 .60 .65 .70

$10.00 1270 1,280 1,290 1,310 1,320 1,340 1,350 1,360 1,380

$11.00 L3100 13300 1,340 1,360 1.370 1,390 1410 1420 1440

» $12.00 1,350 1,370 1,390 1410 1,430 1,450 1,470 1,490 1,510
$13.00 1.420 1,440 1,470 1490 1510 1,540 1560 [,580 L.610
) $14.00 1LSI0 1,540 1,570 1,600 1,630  1.660 1680 L1710 1,740

$15.00 1,600 1640 1670 1700 1,740 1,770 1810 1,840 |.8BO

$16.00 1690 1,730 1,770 1810 1850 1,890 1,930 1970 2,010

$17.00 1,780 1,830 1870 1,920 1960 2,010 2,060 2,106 2,150

$18.00 1,870 1,920 1,970 2,030 2,080 2,130 2,180 2,230 2,280

$19.00 1,960 2,020 2,080 2,130 2,190 2,250 2,300 2360 2,420

$20.00 2,050 2,110 2,180 2,240 2300 2,360 2430 2,490 2,550

$21.00 2,040 2210 2,280 2,350 2,410 2480 2,550 2,620 2,690

$22.00 2,230 2,310 2380 2450 2,530 2,600 2,680 2,750 2820

$23.00 2,320 2,400 2480 2560 2,640 2,720 2,800 2,880 2,960

$24.00 2,410 2,500 2,580 2670 2750 2840 2,920 3,010 3,080

$25.00 2,500 2,590 2,680 2,780 2870 2960 3,050 3,140 3,230

$26.00 2,590 2,690 2,790 2880 2,980 3,070 3,170 3,270 3,360
"; $27.00 2,680 2,790 2,890 2990 3,090 3,190 3,290 3400 3,500
$28.00 2,770 2,880 2990 3100 3200 3310 3,420 3,530 3,630

$29.00 2,860 2980 3090 3200 3,320 3430 3,540 3,660 3,770

Y Assumptions other than price and production are based on the Departiment of Revenue’s base

case scenario fall 1995 forecast.
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Table 26 Alaska State Revenue Matrix!
Unrestricted General Fund
(Millions of Dollars)

FY 1997

Alaska North Slope Production
Millions of barrels/day

Avg ANS
Lower 487 1.30 1.35 140 145 1.50 1.55 1.60 1.65 1.70
$10.00 970 990 1,000 1,020 1,030 1,040 1,060 1,070 1,090
$11.00 1,230 1,260 1,280 1,310 1,330 1,350 1,330 1400 1,430
$12.00 1,330 1,360 1,380 1,410 1,440 1470 1,490 1,520 1,550
$13.00 1.420 1,450 1480 1,520 1,550 1,580 1,610 1,640 1,670
$14.00 1,520 1,550 1,590 1,620 1,660 1,690 1,730 1,760 1,800
$15.00 1,610 1,650 1,690 1,730 1,760 1,800 1,840 1,880 1,920
$16.00 1,700 1,750 1,790 1,830 1,870 1210 1,960 2,000 2,040
$17.00 1,800 1,840 1,890 1,940 1,980 2,030 2,070 2,120 2,170
$18.00 1,890 1,940 1,990 2,040 2,090 2,140 2,190 2240 2290
$19.00 1,990 2,040 2,090 2,150 2,200 2,250 2,310 2,360 2,410
$20.00 2,080 2,140 2,190 2,250 2,310 2,360 2,420 2,480 2,540
$21.00 2,170 2,230 2,290 2,360 2,420 2,480 2,540 2,600 2,660
$22.00 2,270 2,330 2400 2,460 2,520 2,590 2,650 2,720 2,780
$23.00 2,360 2,430 2,500 2,5700 2,630 2,700 2,770 2,840 2910
$24.00 2460 2,530 2,600 2,670 2,740 2,810 2,890 2960 3,030
$25.00 2,550 2,630 2,700 2,780 2,850 2,930 3,000 3,080 3,150
$26.00 2,640 2,720 2,800 2,880 2,960 3,040 3,120 3,200 3,280
$27.00 2,740 2,820 2900 2990 3,070 3,i50 3,230 3,320 3,400
$28.00 2,830 2,920 3,000 3,090 3,180 3260 3350 3440 3,520
$29.00 2,930 3,020 3,110 3,200 3,290 3,380 3,470 3,560 3,650

' Assumptions other than price and production are based on the Department of Revenue’s
base case scenario fall 1995 forecast.
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HISTORICAL REVENUES,
PRICES, AND PRODUCTION

This section contains historical revenues, prices, and production. Table 27 on
pages 48 and 49 shows General Fund unrestricted revenues by type from FY 1980 - FY
1994. Table 28 on the next page shows historical petroleum revenues by type from
statehood to the present (FY 1959 - FY 1994). Andfinally, historical crude oil prices (FY
1981 - FY 1994) and historical crude oil production for the North Slope and Cook Inlet (FY
1978 - FY 1995) are depicted on page 51 in Tables 29 and 30.
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